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Independent Auditor’s Report

To the Board of Directors of
Vermont Energy Investment Corporation
Burlington, VT

We have audited the accompanying statements of financial position of Vermont Energy Investment
Corporation (a nonprofit organization) as of June 30, 2006 and 2005 and the related statements of activities and cash
flows for the years then ended, These financial statements are the responsibility of the Organization’s management.
Our responsibility is to express an opinion on these financial statements based on our audits,

We conducted our audits in accordance with U,S, generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement., An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Vermont Energy Investment Corporation as of June 30, 2006 and 2005, and the changes in its
net assets and its cash flows for the years then ended in conformity with U.S. generally accepted accounting

principles,

Our audits were made for the purpose of forming an opinion on the financial statements referred to in the
first paragraph taken as a whole. The supplementary information on page 12 is presented for purposes of additional
analysis and is not a required part of the above financial statements. Such information has been subjected to the
auditing procedures applied in the audits of the financial statements referred to above and, in our opinion, the
information is fairly stated in all material respects in relation to the financial statements taken as a whole.

St I e

Burlington, Vermont
August 16, 2006
Vermont Registration #333
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VERMONT ENERGY INVESTMENT CORPORATION
STATEMENTS OF FINANCIAL POSITION
AS OF JUNE 30, 2006 AND 2005

ASSETS ' , 2006 2005

Current assets: _
Cash and cash equivalents (Notes 1, 4 and 8) $ 442,228 $ 1,504,696
Accounts receivable, net of allowance for doubtful accounts (Notes 1 & 4) 2,688,509 1,588,997
Contract incentive receivable (Note 9) - 1,280,000 : -
Inventory (Note 1) : _ 15,004 35,955
Current portion of notes receivable (Note 5) ' - - 50,000
Other cuirent assets 69,082 57,123
Total current assets o _ 4,494,823 3,236,771
Property and equipment, net of accumulated depreciation (Notes 2 and 6) 468,253 484,897
Other assets: : _
Notes receivable, less current portion above (Note 5) 50,000 50,000
Total other assets - . 50,000 50,000

Total assets , $ 5013076 $ 3,771,668

LIABILITIES AND NET ASSETS

Current labilities;

Accounts payable o : $ 714,539 $ 816,498
Accrued expenses ) 852,924 698,616
Refundable advances - grants (Note 1) 36,995 10,816
Deferred contract income (Note 1) ' 187,078 125,902
Performance incentive payable (Note 9) 668,564 -
Line of credit (Note 6) ‘ - 125,000
Total current liabilities 2,460,100 1,776,832
Long-term liabilities:

Farm loan guarantees (Note 8) : 21,009 36,222
Total long-term liabilities 21,009 36,222
Total liabilities : - 2,481,109 1,813,054

Net assets: (Note 1) .
Unrestricted 2,531,967 1,958,614

Temporarily restricted : : - -
Permanently restricted .

Total net assets 2,531,967 - 1,958,614

Total liabilities and net assets ‘ $  5013,076  $_ 3,771,668

The accompanying notes to financial statements are an integral part of these financial statements.

-
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VERMONT ENERGY INVESTMENT CORPORATION

STATEMENTS OF ACTIVITIES

'FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

REVENUE AND SUPPORT:

Energy Efficiency Utility contract income (Notes 1, 4,8and9) .
Energy Efficiency Utility incentive income (Note 9)

Program service revenue

Grants

Interest income

Total revenue and support

EXPENSES AND LOSSES:

Program services;
Energy Efficiency Utility expenses (Note |}
Energy efficiency implementation services
General consulting projects
Other program expenses
Supporting services:
Management and general
Fundraising expenses
Total expenses and losses

Change in unrestricted net assets

UNRESTRICT_ED NET ASSETS, beginning of year

UNRESTRICTED NET ASSETS, end of year

2006 2005
15,144,976  $ 14,963,661
1,280,000 .
1,791,166 2,041,564
137,185 114,537
18,034 10,087
18,371,361 17,129,849
14,943,307 13,916,632
122,148 161,785
1,353,283 1,625,055
264,308 149,510
1,114,962 1,338,287
17,798,008 17,191,269
573,353 (61,420)
1,958,614 2,020,034
2,531,967 $ 1,958,614

The accompanying notes to financial statements are an integral part of these financial statements.
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VERMONT ENERGY INVESTMENT CORPORATION
' STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

Cash flows from operating activities:
Change in net assets

Adjustments to reconcile change in net assets to net cash

provided by (used in) operating activities:
Depreciation and amortization
(Increase) decrease in accounts receivable

(Increase) decrease in contract incentive recejvable

(Increase) decrease in inventory

' (Increase) decrease in other current assets
Increase (decrease) in accounts payable
Increase (decrease) in accrued expenses

Increase (decrease) in performance incentive payable

Increase (decrease) in farm loan guarantees

Increase (decrease) in deferred income and refundable advances
Net cash provided by (used in) opéerating activities

Cash flows from financing activities:
Advances on line of credit
Repayments of line of credit
Net cash provided by (used in) financing activities

Cash flows from investing activities:
Disbursements on notes receivable
Acquisition of fixed assets
Net cash provided by (used in) investing activities
Net increase / (decrease) in cash
Cash at beginning of year

Cash at end of year

Supplemental Data:
Interest paid

2006 2005

$ 573,353 § (61,420)

172,718 190,040

(1,099,512) 87,190
(1,280,000) -
20,951 8,549
(1,959)  ~  (12,022)
(101,959) (129,557)
154,308 125,624
668,564 -
(15,213) 13,569
87,355 (280,869)
(831,394) (58,896)
1,355,000 1,615,000
(1,480,000) (1,490,000)
(125,000) 125,000
50,000 (50,000)
(156,074) (125,288)
(106,074) (175,288)
(1,062,468) (109,184)
1,504,696 1,613,880

$ 442,228 1,504,696

$ 4,005 §$ 1,810

The accompanying notes to financial statements are an integral part of these financial statements.
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VERMONT ENERGY INVESTMENT CORPORATION
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

Note I - Summary of Significant Accounting Policies: -

Nature of the Organization

Vermont Energy Investment Corporation (“VEIC”) is a not-for-profit Vermont corporation formed in 1986 with a
mission of “reducing the costs, both monetary and environmental, of energy use”. VEIC’s efforts include direct
energy efficiency services, energy-efficiency and fenewable energy program design, and energy-efficiency and
renewable energy training, research and advocacy. As discussed below, VEIC operates the “Energy Efficiency
Utility” for the State of Vermont under contract to the State Public Service Board and provides services under the
name Efficiency Vermont,

" Basis of Accounting

The financial statements of the VEIC have been prepared on the accrual basis of accounting and accordingly reflect
all significant receivables, payables and other labilities.

Financial Statement Presentation

VEIC follows Statement of Financial Accounting Standards (SFAS) No. 117, Financial Statements of Not-for-Profit
Organizations. Under SFAS No. 117, the Organization reports information regarding its financial position and
activities according to three classes of net assets: unrestricted net assets, temporarily restricted net assets and
permanently restricted net assets,

VEIC has also adopt_'ed SFAS No. 116, Accounting for Contributions Received and Contributions Made. In
accordance with SFAS No. 116, contributions and grants received are recorded as unrestricted, temporarily
restricted, or permanently restricted support, depending on the existence and/or nature of any donor-imposed
restrictions.

Restricted and Unrestricted Support

Contributions and grants that are restricted by the donor (either by time or purpose) are recorded as increases in

" unrestricted net assets if the restrictions expire (that is when a stipulated time restriction ends or a purpose

restriction is accomplished) in the same reporting petiod in which the revenue is recognized. All other donor-
restricted coniributions, if any, are reported as increases in temporarily or permanently restricted net assets,
depending on the nature of the restrictions. When a restriction expires, temporarily restricted net assets are
reclassified to unrestricted net assets and reported in the Statement of Activities as net assets released from -
restrictions, Conditional promises to give are not included in support until the conditions have been substantialty
met.

Income Taxes
VEIC is exempt from federal income tax as an organization described in Section 501(c)(3) of the Internal Revenue

Code, and is classified as a publicly supported organization under Section 509(a)(2). In addition, contributions to the
Organization qualify for the charitable contribution deduction under Internal Revenue Code Section 170(b)(1)(A).
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VERMONT ENERGY INVESTMENT CORPORATION
NOTES TO FINANCIAL STATEMENTS '
JUNE 30, 2006 AND 2005

Note 1 - Summary of Significant Accounting Policies: {continued)
Cash and Cash Equivalents . 4

For purposes of the Statement of Cash Flows, VEIC considers all highly liquid debt instruments with an initial
maturity of less than three months to be cash equivalents.

Inventory

Inventory consists of energy-efficient products such as compact fluorescent lights and is valued at the lower of cost
or market using the first-in, first-out method. ' -
Use of Estimates

The preparatioﬁ of financial statements in conformity with U.S. generally accepted accounting principles requires
management to make estimates and assumptions that affect certain reported amounts and disclosures. Accordingly,

actual results could differ from thosé estimates.

Expense Allocation

The costs of providing various programs and other activities have been summarized on a functional basis in the
Statement of Activities. Accordingly, certain costs have been allocated among the programs and supporting services
benefited. :

Fair Value of Financial Instruments

Vermont Energy Investment Corporation’s financial instruments, none of which are held for trading purposes,
include cash, accounts and notes receivable, and notes payable. As of June 30, 2006 and 2005, the Organization
estimates that the fair value of all its financial instruments does not materially differ from the aggregate carrying
value recorded on the Statements of Financial Position.

Deferred Revenue and Refundable Advances

Deferred contract income:represents amounts received in advance for contract services to be performed in future
periods. Refundable advances represent contributions received under cost-reimbursable grants that are conditioned
upon the Organization incurring certain qualifying expenses. Deferred revenue at June 30, 2006 and 2005 primarily
relates to the Vermont Solar and $mall Wind Renewable Energy Development Program that began in 2004.

¢

Accounts Receiyable

Accounts receivable represent outstanding amounts due from customers, net of an allowance for doubtful accounts
(34,000 at both June 30, 2006 and 2005). The allowance is based on management’s experience. Amounts are
charged off as uncollectible when management determines that the receivable will not be collected.



VERMONT ENERGY INVESTMENT CORPORATION
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

Note 1 - Summary of Significant Accounting Policies: ( continued)

Description of Programs )

A description of the major programs included in these financial statements is as follows:

Energy Efficiency Utility

On January 1, 2006, Vermont Energy Investment Corporation was awarded a three-year, $48 million contract
from the Vermont Public Service Board to continue to centrally manage the state’s core energy efficiency
programs as Vermont’s “Energy Efficiency Utility” (“EEU”). Funded by mandatory charges on electric bills,
the EEU helps Vermont businesses, households and farms reduce their energy use with energy efficient

lighting, appliances, equipment and buildings. VEIC is reimbursed monthly for the actual costs of operating the
program, including altocated indirect costs, plus a fee of 0.75% (1.45% for the contract which ended December -
31,2005), If VEIC meets specific performance targets, it can earn performance incentives of up to $1,626,800
over the life of the current contract period from January 1, 2006 through December 31, 2008. .

Energy Efficiency Implementation Services

VEIC provides direct energy efficiency implementation services to individual homeowners, businesses and
institutions. The types of services primarily consist of energy audits, diagnostics, training, home energy ratings,
contract management and financing assistance.

Generfil Consulting

VEIC iarovides national and international consulting services to consumer and environmental organizations,
electric and gas utilities, and other ¢clients, for energy efficiency and renewable energy activities.

Note 2 — Property and Equipment:

Property and equipment consist of the following as of June 30:

. 2006 2005

Leaschold improvements $ 702,236 $ 692,466
Computers and software 649,829 659,312
Furniture, fixtures and office equipment 184,633 157,770
Vehicles 69,618 -

Subtotal ' 1,606,316 1,509,548
Less - accumulated depreciation (1,138,063) (1,024,651)

Net property and equipment $ 468,253 5 484,897
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VERMONT ENERGY INVESTMENT CORPORATION
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

Note 2 — Property and Equipment: (continued)

Fixed assets are recorded on the balance sheet at cost. Expenditures for maintenance and repairs are charged against
operations. Betterments that materially extend the life of the assets are capitalized.

Depreciation is computed on a straight-line basis over the estimated useful lives of the related assets and amounted
to $172,718 and $190,040 for the years ended June 30, 2006 and 2005, respectively. The estimated useful lives of
depreciable assets are as follows:

Estimated Useful Lives
Leasehold improvements 6 -10 years
Computers and software 3 -5 years
Furniture, fixtures and office equipment 3-7 years
Vehicles 5 years

Note 3 — Qperating Leases:

Vermont Energy Investment Corporation Jeases office space in Burlington, Vermont under two noncancelable lcases
that expire December 31, 2008 and 2011. VEIC does have the option, with certain restrictions, to reduce the leased
area based on reductions in funding. Total lease expense under this lease and certain other month-to-month leases

for the years ended June 30, 2006 and 2005 was $251,858 and $239,253 respectively. Future minimum lease
payments (not including ‘property tax escalators) under the noncancelable leases for years ending June 30 are:

2007 % 246,090
2008 251,670
2009 220,740
2010 187,800

2011 192,570
Thereafter 97,470
b 1,196,340

Note 4 — Concentrations:

Concentration of Cash on Deposit
VEIC has concentrated its credit risk by maintaining deposits in financial institutions that exceed amounts covered

by insurance provided by the U.S. Federal Deposit Insurance Corporation (FDIC). The Organization has not
experienced any losses in such accounts and believes it is not exposed to any significant credit risk to cash.

Concenfration of Revenue

As discussed in Note 1, pursuant to the agreements dated March 1, 2000 and January 1, 2006, VEIC is contracted fo

.- provide the services of the Energy Efficiency Utility for the State of Vermont. Revenue from this contract
represented 89% and 87% of the Organization’s total revenues for the fiscal years ended June 30, 2006 and 2005,
respectively. Accounts receivable balances due under the EEU contract totaled approximately $2,174,000 and
$1,139,000 as of June 30, 2006 and 2005, respectively.




VERMONT ENERGY INVESTMENT CORPORATION
NOTES TO FINANCIAL STATEMENTS
JUNE 39, 2006 AND 2005

Note 5 — Nofes Receivable:

Notes teceivable consisted of the following as of June 30:

2006 2005
$50,000 Loan to Vermont Community Loan Fund dated September 1996
{actually five $10,000 notes with staggered original maturities from
August 1997 through August 2002.) All notes have been, and continue to
be, extended as they come due; interest payable annually at rates ranging
from 2% to 3%. $ 50,000 § 50,000
$80,000 Revolving line of credit to the Energy Cooperative of Vermont
dated January 2006 (repiaces a $50,000 line of credit that expired
September 2005) intgrest payable monthly at .5% over prime - :
(8.75% at June 30, 2006); expires September 2006. “ 30,000 -
50,000 100,000
Less current portion - (50,000)
$ 50000 $ _ 50,000
Note 6 — Line of Credit:
Line of credit consisted of the following as of June 30:
' 2006 2005
$2,000,000 Line of Credit with the Chittenden Bank dated January 2003;
interest at Prime less .25% to a minimum of 4.0% (6.0% at June 30, 2005)
payable monthly; paid in full in 2005; secured by substantially all of
borrower's assets. _ 3 - 3 125,000
$3,000,000 Line of Credit with the Chittenden Bank dated December
2005; interest at Prime less .25% (8.0% at June 30, 2006) payable
monthly; due in full May 2009; secured by substantially all of
borrower's assets. - -
- 125,000
Less current portion - (125,000)
$ - % -

Interest expense on the above loans totaled $4,005 and $1,810 during the years ended June 30, 2006 and 2005,
respectively. VEIC also has a $300,000 line of credit with the Chittenden Bank dated November 1999 and renewed
in January 2006, but has not drawn on it in either fiscal year 2005 or 2006.



VERMONT ENERGY INVESTMENT CORPORATION
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

Note 7 — Pension Plan:

VEIC maintains a 403(b) tax-sheltered annuity pension plan that covers substantially all employees. There are no
minimum age or service requirements for employees to make contributions to the plan. For full-time employees
who have completed a minimum term of service, the Organization makes employer contributions of between 2%
and 6% of the employee’s compensation depending on length of service. Pension expense for the years ended June
30, 2006 and 2005 was $232,701 and $ 197,587 respectively, '

Note 8 — Contingencies and Commitments:

Performance-Based Contract

“New Energy Futures” Joint Marketing Agreement

In 1996, VEIC entered into a Joint marketing agreement with Optimal Energy, Inc. (“OEI”), an unrelated, Bristol,
Vermont-based, for-profit energy consulting company. Under the agreement, generally all energy efficiency -
consulting (“non-implementation”) work entered into by either of the parties was considered “New Energy Futures”
(“NEF”) work. Both parties terminated the agreement effective July 1,2005. Total NEF revenue was :
approximately $1.6 million for the fiscal year ended June 30, 2005, with total NEF revenue recognized by VEIC of
approximately $960,000, including approximately $380,000 of subcontractor billings and shared profit on NEF jobs
where OEI was the prime contractor.

Efficiency Vermont Financing for Farms

As part of VEIC’s role as Vermont’s “Energy Efficiency Utility” (as discussed in Note 1), the Organization has
agreed to guarantee loans made to Vermont farmers for the purchase of energy efficiency improvements. The loans
are underwritten and serviced by the Opportunities Credit Union (OCU). VEIC as guarantor, maintains a loan loss
reserve in escrow with QCU representing 50% of the EEU loan portfolic and 100% of certain loans as decided by
VEIC. As stipulated in the agreement, VEIC has sole discretion to provide a reserve equaling 100% of the loan
balance where OCU could not otherwise qualify the loans. The agreement also requires VEIC to “buy down” the

is paid in full, the related reserve funds must be accounted for under the terms of that program. "As of June 30, 2006,
and 2005, the balance held in escrow totaled $21,009 and $36,222, respectively, amounts included in cash and cash
equivalents on the Statements of Financial Position with corresponding amounts recognized as a long-term
liabilities,

10



VERMONT ENERGY INVESTMENT CORPORATION
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

Note 9 — EEU Contract Incentives

As discussed above, VEIC can earn incentive bonuses under the EEU contract for meeting certain performance
criteria. VEIC earned $1,280,000 of incentives on the three-year contract that énded December 31, 2005, with the
amount shown as a receivable on the Statement of Financial Position as of June 30, 2006. VEIC’s senior
management and board of directors has earmarked a significant portion to go to staff as an *Organizational
Achievement Award” with that amount shown as a liability on the Statement of Financial Position as of June 30,
2006, : '

11
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Wallace W. Tapia, P.C.

Certified Public Accountants

131 Main Street, 8 Floor « P.O. Box 5777 « Burlington, VT 05402-5777
(802) 863-6370 » Toll free in Vermont (800) 750-4789 « Fax (802) 865-0392

Independent Accountant’s Report
On Applying Agreed-Upon Procedures

We have performed the procedures enumerated below, which were agreed to by the management of the
Vermont Energy Investment Corporation (“VEIC”) and by Michael Wickenden, contract administrator
(“the CA”) representing the Public Service Board of the State of Vermont pursuant to its Energy Efficiency
Utility contracts with VEIC dated March 1, 2000 (as amended January 1, 2003) and January 1, 2006
(collectively “the Contract™), solely to assist the users in evaluating management’s assertion about VEIC’s
compliance with requirements of the Contract and on internal control over compliance during the year
ended June 30, 2006, included in the accompanying letter from management dated August 29, 2006. This
agreed-upon procedures engagement was performed in accordance with standards established by the
American Institute of Certified Public Accountants. The sufficiency of these procedures is solely the
responsibility of the specified users of the report. Consequently, we make no representation regarding the
sufficiency of the procedures described below either for the purpose for which this report has been
requested or for any other purpose.

We have audited the financial statements of Vermont Energy Investment Corporation as of and for the year
ended June 30, 2006, and have issued our report thereon, dated August 16, 2006.

In the context of the U.S. Office of Management and Budget (OMB) Circular A-133, which requires
organizations that expend federal funds in excess of $500,000 annually to undergo a “Single Audit”, the
agreed-upon procedures we petformed were those procedures that would have been performed if

1) the expenditures of funds under the Contract were considered to be federal expenditures, 2) the Contract
was a “major program” (as defined by Circular A-133) and 3) the Contract was VEIC’s only major
program.

Our findings related to managemont’s assertion based on our performance of the agreed-upon procedures
were: NONE (We noted no matters that would, in our opinion, have been reported as findings in the
“Single Audit” reports as discussed in the accompanying Ietter from management dated August 29, 2006).

We were not engaged to, and did not, perform an examination, the objective of which would be the
expression of an opinion on management’s assertion. Accordingly, we do not express such an opinion.
Had we performed additional procedures, other matters might have come to our attention that would have
been reported to you,

This report is intended solely for the information and use of the management of VEIC, the CA and the

Public Service Board of the State of Vermont and is not intended to be and should not be used by anyone
other than these specified partics. However, this report is a matter of public record and its distribution is

/%zzm%/ se

- Burlington, Vermont
August 16, 2006
Vermont Registration #333

MEMBERS OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS



ol
VERMONT ENERGY
INVES‘TME_NT-GORPORAT!QN

August 29, 2006

Wallace W. Tapia, P.C.
, P.O. Box 5777 .
Burlington, VT 05402-5777

Dear Sir/Madam:

We are providing this letter in connection with your performance of certain agreed-upon
procedures related to our Energy Efficiency Utility contract with the Public Service Board of the
State of Vermont as described in your report of equal date (“the Contract™).

Certain representations in this letter are described as being limited to matters that are material.
ltems are considered material, tegardless of size, if they involve an omission or misstatement of
accounting information that, in light of surrounding circumstances, makes it probable that the
judgment of a reasonable person relying on the information would be changed or influenced by the
omission or misstatement,

We confirm, to the best of our knowledge and belief, as of June 30, 2006, and through the date of
signing of this letter, the following representations and assertions:
1. Wehave rﬁade available to you all -

a. Financial records and related data and all audit or relevant monitoring
reports, if any, received from funding sources.

b. Minutes of the meetings of the Board of Directors or summaries of actions of recent
meetings for which minutes have not yet been prepared.

2. There have been no communications from regulatory agencies concerning noncompliance
with, or deficiencies in, financial reporting practices related to the Contract. : v
3. There are no material transactions that have not been properly récorded in the accounting. =~ - =

records related to the Contract.

4. There has been no -
a. Fraud involving management or employees who have significant roles in internal

control,

255 S. Champlain Street, Suite 7 | Burlington, Vermont 05401 -4894
T: (802) 658-6060 | (BOO) 639-6069 | F: (802) 658- 1643 | www.veic.org




b. Fraud involving others that could have a material effect on the financial 1nformat10n
related to the Contract.

5. The following, if any, have been properly recorded or disclosed in the financial records
related to the Contract:

a. Related party transactions, including revenues, expenses, loans, transfers, leasing
arrangements, and guarantees, and amounts receivable from or payable to related
parties. :

b. Guarantees, whether written or oral, under which the Orgamzatlon is contingently
liable.

0. We are responsible for -
a. ~ Compliance with the provisions of the Contract and we have identified and disclosed

to you all provisions of the Contract that we believe have a direct and material effect
on financial reports related to the Contract.

b, Establishing and maintaining effective internal control over financial reporting.

7. For the purposes of maintaihing effective internal control over the compliance requirements
related to the Contract and for other requirements related to financial management of the
Confract, we have treated expenditures under the Contract as if they were federal awards
and therefore make the following representations and assertions:

a. We are responsible for complying and have complied with the requirements
of OMB Circular A-133, “Audlts of States, Local Governments, and Non-
Profit Organizations."

b. We are responsible for complying with the requirements of the Contract and
have identified and disclosed to you the requirements that are considered to
have a direct and material effect on the Contract.

c. We are responsible for establishing and maintaining effective internal control

" over compliance requirements applicable to the Contract that provides
reasonable assurance that we are managing it in compliance with those
provisions that could have a material effect on the Contract. We believe the
internal control system is adequate and is functioning as intended. Also, no
changes have been made in the internal control system to the date of this -
letter that might significantly affect internal control, including any corrective
action taken with regard to reportable conditions reported in the schedule of
findings dnd questioned costs.
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d. We have made available to you the entire'_Contract (including amendfnents,
if any) and any other relevant correspondence with the contract
administrator, fiscal agent or the Public Service Board.

e.  We have complied, in all material respects, with the compliance -
requirements, including when applicable, those set forth in the "OMB
Circular A-133 Compliance Supplement,” and bave identified and disclosed
to you all amounts questioned and any known noncompliance with the
requirements of the Contract, including the results of other audits or reviews.

f  Amounts claimed were determined in accordance with relevant guidelines in
: _ OMB Circular A-122, "Cost Principles for Nonprofit Organizations":
g We have disclosed to you our interpretation of compliance requirements

that have varying interpretations, if any.

h. We have made available to you all documentation related to the compliance
requirements, including information related to financial reports and claims
for reimbursements. o '

1 Contract financial reports and claims for reimbursements are supported by
the books and records from which the basic financial statements have been
‘prepared. :

k The copies of Contract financial reports provided to you are true
' copies of the reports submitted, or electronically transmitted, to the
applicable party or agency, as applicable. '

~ We understand that you are pexforming procedures that would have been performed in conjunction -
with your financial statement audit if 1) the expenditures of funds under the Contract were
considered to be federal expenditures, 2) the Contract would be a “major program” (as defined by
0O.M.B. Circular A-133) and 3) the Contract would be VEIC’s only major program. We therefore.
assert, to the best of our knowledge and belief, that the “Financial Statements™ and “Federal
Awards” sections of the “Summary of Auditor’s Results” that would have been included in the
“Single Audit” report for that work would be as follows:



Section ] — St1mmar‘v of Auditor’s Results

Financial Statements

Type of Auditor’s report issued: - Unqualified

Internal control over financial reporting:

Material weakness(es) identified: yes X_no

Reportable conditions(s) identified not
considered to be material weaknesses? ___yes X __none reported

Noncompliance material to financial
statements noted? . yes X . no

Federal Awards

Internal control over major programs: ‘
Material weakness(es) identified: ' : yes X no

Reportable conditions(s) identified not _
considered to be material weaknesses? yes X no

Type of auditor’s report 1ssued on compliance
for major programs: Ungqualified -

Any audit findings disclosed that are to be
reported in accordance with Circular
A-133, Section .510 (a) yes X __no

To the best of our knowledge and belief, no events, including instances of noncompliance, have
occurred subsequent to June 30, 2006 and through the date of our signing of this letter that would
requn’e adjustment to or disclosure in the aforementioned assertions or representations.

Signed: M/ éf(/ Si g@

Beth Sachs ' David Bardaglio
Executive Dxr _ ‘ Financial Director




